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Hot Topics in World Events

Financial Crisis

Start-off:

® The banking industry posted huge losses in the fourth quarter.

¢ The American government has committed more than $ 100 billion to prevent
the collapse of AIG.

® Banks are having a hard time raising private capital.

e The worldwide losses stemming from the U. S. subprime mortgage crisis
could hit $ 945 billion.

e Fewer loans mean tighter business conditions on Main Street.

e Pawnbrokers in the Russian capital are enjoying the global credit crunch.

® The U.S. is in the grip of a downward spiral.

& Speed-up:
>

The stock prices of many banks have plunged, which makes raising capital
more expensive.

\4

Exports have been slackening since the credit crisis started last year.

» Many of the products that led to the financial crisis, such as subprime mort-
gages, emanated from lightly regulated pockets of the economy.

» Private investors are skittish about pouring money into the banking system,
fearful of being wiped out by any possible future government rescue.

» Some believe Europe will be able to weather the financial storm better than

the United States but many say it is just too early to say.

2

* AIG required a taxpayer bailout partly because an unregulated business unit
sold CDS, which required AIG to post collateral once the underlying invest-
ments lost value.

* General Electric Co. s chairman and chief executive officer, Jeffrey Immelt, has
admitted, in a sober letter to shareholders, he and his top executives, “never an-
ticipated a global financial system failure and its continuing economic fallout”.

% The U. S. house of Representatives has passed the USD 819 billion mega
stimulus package, which is aimed at reviving American economy that is ree-

ling under the worst ever crisis since the Great Depression of last century.
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- Panel Probing U.S.
" Financial Crisis Met September 17, 2009

The 10-member Financial Crisis Inquiry Commission was appointed by
Congress to probe the roots of the financial crisis and report its findings by
Dec 15, 2010.

Angelides, a former California state treasurer, said he and the vice
chairman of the commission, former Representative Bill Thomas, hoped to
name an executive director “sooner rather than later. ”

In addition to looking at root causes of the financial crisis, the commis-
sion must investigate what caused major U. S. financial institutions to fail

| during the cataclysm that helped tip global economies into a deep and stub-

004

born recession.

Angelides said he expected the panel’s work would include public hear-
ings where people would testify, although there would also be closed ses-
sions. Significant portions of the meeting on September 17 would be open,
he said.

Angelides said he had been heartened by the number of people who
wanted to work for the panel. *It is very clear to me ... that people feel
our work is very important, that the country is owed a clear and crystalline
explanation of what brought our financial system to its knees,” he said.

In addition to Angelides, the other members named by congressional
Democrats are Brooksley Born, former head of the Commodity Futures
Trading Commission; former Senator Bob Graham of Florida; Heather Mur-
ren, a retired managing director at Merrill Lynch; Byron Georgiou, a Las
Vegas-based businessman and attorney; and John Thompson, Symantec
Corp (SYMC. O) board chairman.

The Republican appointees were Thomas, who was the former chair-
man of the House Ways and Means Committee ; Peter Wallison of the Amer-
ican Enterprise Institute; ex-Congressional Budget Office Director Douglas
Holtz-Eakin; and former National Economic Council Director Keith Hennes-

sey.
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Appreciation of the RMB

Start-off:

e Stable appreciation in small steps is generally expected.

e The higher value of the yuan will push up soaring Chinese housing prices.

e The RMB appreciation will make Chinese exports more expensive.

e China’s foreign exchange reserves have increased in recent years.

® A stronger RMB is good news for those planning overseas travel, study, in-
vestment.

e The widening of the daily floating band may temper appreciation of the RMB.

C

» While the swap arrangements do not signal full convertibility, they are an
important step in that direction.

» Labor experts have warned of huge job losses if the Chinese currency contin-
ues to appreciate sharply.

» China is facing increasing pressure to allow its currency to appreciate faster
because of the combination of falling U. S. interest rates and the rising cost
of money at home.

» A stronger currency makes Chinese exports more expensive in overseas mar-
kets, damping demand; but at the same time, imports would be cheaper.

» The surge in hot money is spurred by a strengthening yuan and a widening
spread between falling U. S. interest rates and rising Chinese rates.

po)

» The economic crisis has provided China with a window of opportunity to le-
verage its relative stability and status as a trade surplus country to extend yuan
credit to deficit countries globally.

* The biggest risk of a currency system shift from managed to free float is that
the currency’s value would be completely uncontrollable, probably fluctuating
dramatically and causing an unpredictable impact on the country’s economic
and financial markets.

* With continuous depreciation of the US dollar, large financial deficit and in-
creased unemployment rate in the US, economic downtumn in Japan and apprecia-
tion of the Euro, RMB exchange rate policies become the focus in the world.
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China Determined to Trade
More with RMB, Less with USD

The Chinese government has decided to launch pilot programs for trans-
national RMB settlement in Shanghai and four cities in Guangdong Prov-
ince, to persuade more trading partners to accept RMB | which could lead to
RMB convertibility under capital account.

As the U. S. government issues piles of USD to bail itself out of its fi-
nancial crisis, China’s policymakers, fearing future USD inflation, is push-
ing forward a long-considered plan to promote RMB as regional settlement
currency , both to lift its international status and to oftset the risk of USD de-
preciation. The State Council decided recently at a work meeting presided o-
ver by Premier Wen Jiabao to launch transnational RMB settlement pilot pro-
grams in Shanghai and Guangdong Province’s Guangzhou, Shenzhen, Zhu-
hai, and Dongguan, and directed the People’s Bank of China ( PBoC) and
other relevant departments to release rules as soon as possible.

The Bank of China ( BoC) and Bank of Communications have been
chosen to conduct the RMB settlement business, and HSBC and BoC Hong
Kong branch are set to be their overseas business partners. The banks are
waiting for the release of detailed rules for implementation.

The State Council has ordered the launch of RMB settlement in the
trade of China’s Guangdong and Yangtze River Delta with Hong Kong and
Macao, and between Guangxi and Yunnan Provinces and ASEAN. PBoC is
fully prepared for the pilot.

Through transnational RMB settlement, China seeks to promote stron-
ger economic and trade relations with its neighbors, avoid exchange rate
risk, improve the trade environment, and maintain stable trade growth.

The State Administration of Foreign Exchange ( SAFE), instead of a
PBoC department, will supervise RMB flow in transnational trade.

RMB settlement is seen as an important means of cutting trade costs and
avoiding drastic exchange rate fluctuation. Designating RMB as trade and
settlement currency is also another step towards raising its international sta-

tus.



